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SUBJECT: LIBERALS STAKE OUT BARGAINING POSITION 

REP: LONDON 10614 

SUMMARY - LIBERAL LEADER DAVID STEEL MET WITH PRIME 
MINISTER CALLAGHAN JUNE 27 TO ADVISE HIM OF THE CONDI- 
TIONS THE LIBERALS ARE DEMANDING IN RETURN FOR RENEWAL 
OF THEIR POLITICAL PACT WITH THE GOVERNMENT. STEEL 
PRESENTED A TEN-POINT PACKAGE OF "THEMES", THE DETAILS 
OF WHICH WILL HAVE TO BE WORKED BETWEEN THE TWO PARTIES. 
THE PACKAGE WAS THE PRODUCT OF A SPECIAL, AND REPORTEDLY 
SOMEWHATDIVISIVE, MEETING OF LIBERAL MPS AND PEERS HELD 
ON JUNE 26. ONCE THE DETAILS ARE WORKED OUT, THE RE- 
SULTING AGREEMENT WOULD BE SUBJECT TO RATIPICATION 
BY BOTH THE LIBERAL AND LABOR PARLIAMENTARY BLOCS. 
ALTHOUGH THE GOVERNMENT CANNOT BE EXPECTED TO ACCEDE TO 
ALL OF THE LIBERAL DEMANDS, STEEL'S PACKAGE SEEMS TO 
OFPER A REASONABLE BASIS FOR NEGOTIATION. SOME PRO- 
CEDURAL DELAYS MAY BE EXPECTED BUT WE CONTINUE TO BE- 
LIEVE THAT THE PACT WILL BE EXTENDED FOR THE NEXT 
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SESSION OP PARLIAMENT. END SUMMARY. 

1 . LIBERAL LEADER STEEL JUNE 27 MET WITH PRIME MINISTER 
CALLAGHAN TO DISCUSS EXTENDING THE GOVERNMENT/LIBERAL 
POLITICAL ACCORD AND TO APPRISE HIM OF THE LIBERAL 
PRICE FOR EXTENSION. THE MEETING, WHICH THE PRESS 
CHARACTERIZED AS CORDIAL, REPORTEDLY LASTED AN HOUR 
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AND CONSISTED LARGELY OF STEEL EXPLAINING THE LIBERAL 
VIEWS ON A TEN-POINT PACKAGE OF "THEMES", MOST OF WHICH 
THE LIBERALS HOPE TO SEE INCORPORATED IN THE QUEEN'S 
SPEECH AND SUBSEQUENTLY EMBODIES IN GOVERNMENT DRAFT 
LEGISLATION. THE THEMES, AS REPORTED IN THE PRESS, ARE: 

- A THIRD STAGE OF INCOMES POLICY (STEEL REPORTEDLY 
RECOGNIZED THAT ANY AGREEMENT WILL BE LOOSER THAN THE 
LIBERALS WOULD); 

- LEGISLATION FOR DIRECT ELECTIONS TO THE EUROPEAN 
PARLIAMENT, WITH A GOVERNMENT RECOMMENDATION THAT THESE 
ELECTIONS BE CONDUCTED UNDER A SYSTEM OF PROPORTIONAL 
REPRESENTATION; 

- REVISED LEGISLATION TO DEVOLVE POWER TO ELECTED 
ASSEMBLIES IN SCOTLAND AND WALES; 

- A BILL ON INDUSTRIAL DEMOCRACY WHICH PROVIDES 

FOR THE PARTICIPATION OF EMPLOYEES WHO DO NOT BELONG 
TO UNIONS; 

- A BILL TO "REVIVE THE DYING ROLE OF PRIVATE 
LANDLORDS"; 

- STRENGTHENED ANTI-MONOPOLY LEGISLATION; 

- TAX REVISIONS AND ADDITIONAL INCENTIVES FOR 
ENTERPRISE; 

- NEW CIVIL RIGHTS LEGISLATION INCORPORATING APPEAL 
RIGHTS FOR SECURITY CASES SUCH AS THOSE OF AGEE AND 
HOSENBALL; 
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- A COMBINED PROGREM DESIGNED TO STIMULATE EM- 
PLOYMENT AND REDUCE GOVERNMENT WASTE; AND 

- A FORMAL ENDORSEMENT OF THE ULTIMATE AGREEMENT 
BY THE PARLIAMENTARY LABOR PARTY (THE LIBERAL PARLIA- 
MENTARY BLOC TOO WOULD HAVE TO APPROVE OF THE AGREE- 
MENT). 

2. THE PRESS STRESSED THAT THE CALLAGHAN/STEEL MEETING 
WAS lUST TO DISCUSS THE LIBERAL GOALS AND TO EXCHANGE 
VIEWS AS TO THEIR ATTAINABILITY. THE DETAILS UNDER 
EACH OF THESE THEMES WILL BE WORKED OUT IN MEETINGS BE- 
TWEEN CABINET MEMBERS AND THEIR LIBERAL FRONTBENCH 
COUNTERPARTS. STEEL SUBSEQUENTLY TOLD THE PRESS THAT 
HE HOPED THE NEGOTIATING PROCESS COULD BE COMPLETED AND 
ENDORSED BY THE PLP BY THE END OF JULY. HIS PARTY AT- 
TACHES GREAT IMPORTANCE TO PLP APPROVAL BECAUSE LIBERAL 
MPS RECOGNIZE THAT THE CURRENT PACT WAS WORKED OUT 
WITHOUT CONSULTATION OF LABOR BACKBENCHERS AND THAT THE 
PLP THEREFORE HAS NO SPECIFIC OBLIGATION TO SUPPORT ANY 
OF THE DISCRETE LIBERAL PROPOSALS ACCEPTED BY THE 
GOVERNMENT. 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


3. THE MEDIA GAVE EXTENSIVE COVERAGE TO THE WEEKEND 
MEETING OE LIBERAL MPS AND PEERS WHICH PRECEDED STEEL'S 
REUNION WITH CALLAGHAN. MP CYRIL SMITH, THE EORMER 
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LIBERAL WHIP, ANNOUNCED HIS OPPOSITION TO EXTENSION OE 
THE PACT TO THE PRESS AS HE ENTERED THE LIBERAL MEETING 
PLACE. TWO OR THREE OTHER LIBERAL MPS REPORTEDLY SHARE 
SMITH.S VIEW. AND THE LIBERAL MEETING WAS SOMEWHAT 
STRAINED AS A RESULT. 

4. COMMENT: IT SEEMS EVIDENT THAT THE LIBERAL PACKAGE 
REPRESENTS THEIR OPENING BARGAINING POSITION. WHAT 
WILL EMERGE EROM THE BARGAINING SESSIONS BETWEEN THE 
RESPECTIVE FRONTBENCH REPRESENTATIVES OE BOTH PARTIES. 
HOWEVER. IS OBSCURE, THOUGH THE GOVERNMENT WOULD SEEM 
TO HAVE LITTLE PROBLEM WITH MOST OP THE LIBERAL THEMES. 
THE NEGOTIATIONS, HOWEVER, WILL PROBABLY TAKE CONSIDER- 
ABLE TIME. THE APPARENT LIBERAL EXPECTATION THAT A 
WELL-DEPINED PACKAGE CAN EMERGE BY THE END OP JULY MAY 
ALSO BE PRUSTRATED BY PARLIAMENTARY PRACTICE WHICH 
DICTATES THAT THE CONTENT OF THE QUEEN'S SPEECH REMAINS 
SECRET UNTIL JUST BEFORE ITS DELIVERY. IP, ACCORDINGLY, 

THE LIBERALS STICK TO THEIR GUNS AND REPUSE TO EXTEND 
THE PACT WITHOUT A PORMAL UNDERTAKING PROM THE GOVERN- 
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MENT AND THE PLP, RENEWAL WOULD BE UNLIKELY BEEORE 
EARLY NOVEMBER. 

5. THE LIBERAL DEMAND THAT THE ACCORD BE RATIFIED BY 
THE PLP COULD ALSO CAUSE CALLAGHAN SOME TROUBLE. WHILE 
THERE IS LITTLE DOUBT THAT AN OVERWHELMING MAJORITY OF 
LABOR MPS FAVORS RENEWAL OF THE PACT AND WOULD ENDORSE 
MOST ANY PACKAGE WORKED OUT BY THE GOVERNMENT, IT SEEMS 
PROBABLE THAT A CONSIDERABLE NUMBER OF LABOR MPS - 
MOSTLY LEFT-WING - WOULD NOT WISH TO BIND THEMSELVES IN 
ADVANCE TO SUPPORT THE LIBERAL PROPOSALS. THIS SITUA- 
TION SUGGESTS THAT THE LIBERALS MAY HAVE TO BE SATISFIED 
WITH A PLP ENDORSEMENT HAVING SOME KIND OF ESCAPE 
CLAUSE. BOTH THIS PROBLEM AND THAT OF THE TIMING OF THE 
RENEWAL ARE PROCEDURAL, RATHER THAN SUBSTANTIVE, ISSUES, 
AND IN THE FINAL ANALYSIS SHOULD BE OVERCOME BY THE 
COMMON INTEREST OF BOTH PARTIES IN AVOIDING AN ELECTION 
IN THE NEXT 12 TO 18 MONTHS. 

BREWSTER 
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